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Current floating exchange KEY ECONOMIC INDICATORS 
rate: $1.00 = ¥280.00 D 
(May 31, 1974) % Change: 
A B c C/Same 
Item Unit CY 1971 CY 1972 CY 1973 Period B* 


I. INCOME, PRODUCTION, EQUIPMENT 

GNP at Current Prices $ Bil. 228.5 299.5 416.0 
GNP at 1965 Prices ” 173.4 216.4 268.0 
Per Capita GNP at 1965 Prices $ 1,658 2,031 2,475 
Index of Ind. Prod. (average) 1970=100 102.6 110.1 129.5 
Gross Domestic Investment $ Bil. 83.9 109.5 167.6 
Private Sector Pm 63.4 80.9 127.6 
Pvt. Plant & Equip. Invest. oe 42.7 53.2 79.3 
Domestic Invest. as % Curr. GNP % 36.7 36.6 40.3 
Population (avg. annual) Mil. 105.0 107.3 108.7 
Labor Force (avg. annual) "= 51.8 51.8 53.0 
Avg. Unemployment Rate % 1.2 1.4 1.3 
Labor Productivity Index 

(manuf. average) 1970=100 104.4 116.0 139.3 
Avg. Ind. Wage Index (manuf. ) 113.9 131.7 162.8 


II. MONEY AND PRICES, end of year 
Money Supply, end of year $ Bil. 89.9 112.1 130.9 
Public Debt Outstanding - 24.1 34.5 37.6 
Domestic - 23.9 34.3 37.4 
BOJ Com'l Discount Rate % 4.75 4.25 9.00 
Call Rate (uncon. ) ” 5.00 $.125 11.50 
Com'l Bk Loan Rate 
(avg. all banks Dec.) ” 7.457 6.724 7.929 
Consumer Pri. Index (avg. annual) 1970=100 106.1 110.9 123.9 
Wholesale Pri. Index (avg. annual) - 99.2 100.0 115.9 
Export Pri. Index (avg. annual) . 100.7 97.8 106.6 


III. PRODUCTION OF MAJOR COMMODITIES 
Rice Mil M Tons 10.9 11.9 12.1 
Crude Steel me 88.6 96.9 119.3 
Passenger Cars Thou Units 3,718 4,022 4,468 
Synthetic Fabrics Mil Sq. Mtrs 2,818 2,718 2,921 


IV. BALANCE OF PAYMENTS AND TRADE 
Gold & For. Ex. Res., end of yr. $ Mil. 15,235 18,365 12,246 
Balance of Payments (surplus +) “ + 7,677 + 4,741 -10,074 
Total Exports (f.o.b.) 23,566 28,032 36,192 
Exports to U.S. (f.o.b.) 7,495 8,848 9,449 
Total Imports (f.o.b.) 15,779 19,061 32,455 
Imports from U.S. (c.i.f.) 4,978 5,852 


Main Trade with U.S. mil., Jan.-Dec. 73): Exports to U.S. Textiles 
524; Mach. & Equip. 5,781 (TV & Radio 843, Passenger Cars and Motorcycles 2,113, 
Tape Recorders 361); Iron & Steel Products 961; Foodstuffs 254; Clotxing 234; 
Chemicals 240; Non-metallic Mineral Products 206. Imports from U.S. (cif) = 
Foodstuffs 1,978; Textile Raw Materials 217; Metal Ore and Scrap 435; Coal 509; 


Mach. & Equip. 1,862; Chemicals 715; Soybeans 663; Lumber 1,140; Aircraft 228. 
Conversion rates used: National Income - CY 1971-¥247.01, CY 1972-¥302.80, 


CY 1973-¥271.31; money supply & public debt - at ¥308 even though exchange 
rate was floating in 1973. 

* - Percentage change based on yen values except balance of payment figures 
which are based on dollar amounts. 





SUMMARY 


Current Trends 


Demand pressures that prevailed after mid-1973 have eased. The short 
speculative boom that developed about the time of the oil crisis is 
over. Real GNP declined 5.0 percent in the first quarter according 

to preliminary estimates. Manufacturers' shipments have dropped, 
production rates have been cut back, and the economy is now operating 
with unused capacity in some sectors. A build-up of inventories has 
eliminated most of the temporary shortages of goods that existed 
around the turn of the year. The economy is now in much better 
balance and acute inflationary forces are being brought under control. 
The rise in wholesale prices has slowed. Nevertheless, recently 
negotiated wage increases averaging 30 percent, along with high prices 
of crude oil and other imported raw materials, will continue to put 
upward pressure on costs during the remainder of the year. For this 
reason, restrictive government policies are being maintained to prevent 
a resurgence of demand and additional inflationary forces. 


Restrictions on the use of energy by large industrial enterprises are 
being continued despite adequate oil supplies. Tight monetary and 
fiscal policies and administrative guidance are holding down housing 
construction, commercial building, and public works. Consumers have 
become much more cautious and are no longer building up stocks of 
household necessities in anticipation of price increases or possible 
shortages. Savings have apparently increased as a result of the 
uncertain economic outlook. Auto sales have been severely depressed 
since last autumn as a result of the oil situation. Investment in 
manufacturing plant and equipment remains relatively strong according 
to recent surveys, and a raw industrial sectors report inadequate 
capacity. Thus, despite the economic slowdown and the buildup of 
inventories, the economy has by no means eliminated all the supply 
constraints which it faced late last year and which contributed to 
the severity of the inflation. 


Outlook 


The economic outlook for all of 1974 is for a very much slower rate 

of growth in real output compared with the eleven percent increase 
achieved last year. Much of the current economic adjustment was 
initially confined, as in the United States, to a few sectors, 
particularly those related to the oil crisis, such as automobiles. 

More recently, the slowdown has spread to other sectors. Nevertheless, 
the current business mood is one of general confidence although there 
is uncertainty about just how soon the government will terminate the 
present austerity measures. There is a general view that consumer 

and investment demand could quickly revive if monetary restraints 





were eased. Even if the rate of production revived somewhat, it is 
unlikely that real GNP will increase more than 3 - 3-1/2 percent in 
1974, The growth of nominal GNP will however probably not be much 
lower than the 24-1/2 percent rise of last year because of the 
continuing high rate of inflation. 


Prospects for exporting to Japan remain very favorable despite the 
current economic slowdown. In the first three months of 1974 U.S. 
exports to Japan amounted to $ 2.7 billion. U.S. businessmen are 
finding considerable Japanese interest in a wide range of American 
goods and that U.S. prices are competitive. New methods of promotion 
and distribution are showing signs of success not only for consumer 
goods but also for highly specialized industrial equipment. The 
longer term outlook remains favorable as Japan's rate of growth will 
probably exceed that of all other major U.S. export markets. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Recent Indicators 


Industrial production has dropped sharply in the first four months of 
1974, as a result of tight monetary and fiscal policies, government 
regulation of oil and power consumption, and a slackening in aggregate 
demand. After production peaked in November 1973, it followed a 
moderate downward trend in the December-February period but then 
dropped sharply in March and April on a seasonally adjusted basis. 
Slower production had been concentrated in a few industries primarily 
affected by government curbs on oil and power. However, during March 
and April the decline has spread throughout most sectors of the 
economy, with the exception of certain industries such as steel and 
shipbuilding, cushioned somewhat by order backlogs and strong export 
demand. 


The overall index of industrial production rose virtually throughout 
1973, and for the calendar year it recorded a very substantial gain 
of 17.7 percent over 1972. Around the turn of the year the index 
sagged but remained at a high level. In March and April, however, 
there were two sharp and successive declines in the index of 1.7 per- 
cent. By April the overall index was 3.8 percent below December 1973. 


Government restrictions imposed at year-end on the consumption of oil 
and electric power, to a level 15 percent lower than a year earlier 
(this figure revised downward to 10% in March for most industries), 
generally initiated production declines in industries such as iron 
and steel, non-ferrous metals, chemicals and paper and pulp, even 
though demand in these sectors continued to remain relatively strong. 





However, in other sectors such as autos, machinery and textiles, energy 
restrictions reinforced a slowdown already caused by declining demand. 
Indicating the severity of the recent decline, preliminary April figures 
show output of automobiles off by 6.4 percent in the first four months 
of 1974, with that of machinery down 3.8 percent, oil and coal products 
down 8.0 percent, and pulp and paper down 1.0 percent. 


Further evidence of the slowdown is also demonstrated by changes in 
indices of power generation and capacity utilization. The index of 
power generation rose through mid-1973 and remained steady during the 
September-December period. Thereafter, it fell sharply, nearly equal 
to that recorded in the second quarter 1973. Capacity utilization 
indices also confirmed a falloff in production rates in the first 

four months of 1974 in industries such as iron and steel, non-ferrous 
metals, textiles, chemicals and rubber products from record high levels 
attained in late 1973. 


In most sectors shipments have declined more rapidly than production. 
Following an increase in the overall shipments index during the fourth 
quarter of 1973, a seasonally adjusted decline of 3.9 percent was 
registered in the first quarter this year. Both February and March 
were down sharply by 4.7 percent and 5.4 percent, respectively. During 
April the overall index recorded an increase of 2.8 percent. However, 
most of the rise was accounted for by the shipbuilding industry. 
Excluding ship deliveries, the index declined 1.5 percent. The initial 
April estimate places the index at virtually the same level recorded in 
April 1973. A falloff in shipments of vehicles, metal products, 
machinery, ceramics and pulp and paper products has been primarily 
responsible for the index's recent decline. 


Manufacturers' inventories, on the other hand, have risen considerably 
thus far in 1974. This contrasts with successive month-to-month 
declines recorded during the last four months of 1973 when there was 
heavy demand and production was close to capacity limits. Rapid 
increases have been registered since February, with the overall 
inventory index rising 6.4 percent in April (preliminary) to a level 
18.6 percent above April 1973. Within the manufacturing sector, 
seasonally adjusted inventories of automobiles and other vehicles, 
metal products, non-ferrous metals and products, machinery and paper 
and pulp have increased in recent months, while those of oil, coal and 
steel products have declined. 


Decreases in orders for machinery, a leading indicator of business 
investment in equipment, serve to further confirm the present economic 
Slowdown. Following a small increase in the third quarter 1973, a 
speculative advance of orders triggered by the tight supply-demand 
situation caused a record increase in orders of 36.2 percent in the 
fourth quarter. During January-March 1974, however, new machinery 
orders dropped back by almost 50 percent. Unfinished orders also 





declined from February to March, representing the first such decline 
in nearly two years. This was primarily the result of a sluggish 
outlook for the economy envisioned in early 1974 due to government 
restraint policies. Hardest hit was the manufacturing sector, with 
new orders down by 57.6 percent. Non-manufacturing orders declined 

by 33.6 percent. In the manufacturing sector, orders in the ship- 
building, auto, pulp and paper and ceramics industries were off con- 
siderably in the January-March period. Preliminary April figures 
indicate an increase of 34 percent from March, however, and the EPA 
predicts that new machinery orders for the second quarter 1974 will 
jump by 63.6 percent over the first quarter level as businessmen 
regain confidence and the economic outlook improves. Such an increase 
would represent a 12.8 percent improvement over the third quarter 1973 
before the speculative bulge. 


As a result of the uncertainties following the Arab oil embargo of 

late 1973 and the tight money policy, new investment in the past 

fiscal year ending March 31, 1974, was slightly below estimates made 

at the time of the August 1973 surveys. For all industries in JFY 
1973, new investment was between 20 - 25 percent higher than the level 
of JFY 1972. Investment in the manufacturing sector was up by 25 - 40 
percent, and in the non-manufacturing sector up 15 - 17 percent. Total 
investment costs also increased due to rapid increases in land prices 
and construction costs experienced in recent years. The average price 
of land increased by 32.4 percent in 1973, with construction costs 


rising by approximately 14 percent during the same period. 


According to recent surveys of plant and equipment investment conduct- 
ed in February and March this year, new outlays during the current 
fiscal year JFY 1974 will increase. Total JFY 1974 investment is 
expected to be up by 6 - 18 percent from JFY 1973, with five of the 
six surveys predicting a rise of over nine percent. Investment in the 
manufacturing sector is forecast to rise 10 - 22 percent, while new 
outlays in the non-manufacturing sector are expected to increase only 
5 - 10 percent. Investment in oil refining, iron and steel, chemicals 
and electric power industries will rise, while that in shipbuilding, 
machinery, construction and real estate industries will drop sharply. 
Amounts spent on anti-pollution equipment in JFY 1974 will rise by 

65 - 75 percent from JFY 1973, and will represent approximately 15 
percent of total investment expenditures compared with 12 percent in 
JFY 1973. The physical volume of investment, however, is expected to 
be no higher than JFY 1973 because virtually all of the projected 
increase will be accounted for by higher prices. 


Personal consumption expenditure increased markedly in November an: 
December 1973 primarily as a result of consumer stockpiling in the 
face of anticipated shortages and accelerating inflation. This year, 
demand has fallen off considerably as shortages have abated, although 
the consumer has been faced with successive increases in the prices 





for virtually all goods and services. Consumer spending on daily 
necessities has increased, while spending in other categories has 
decreased sharply. Less overtime work and uncertainty in the 
economic outlook may have been contributing factors along with a 
decline in real wages as a result of the rapid inflation. 


Demand, as measured by the level of all department store sales, rose 

at a brisk pace throughout 1973. A substantial year-over-year increase 
of 25.6 percent was recorded in the fourth quarter of 1973. This, 
however, was followed by an increase of only 19.2 percent in the first 
quarter of 1974 and an even lower 14.3 percent in April. The Family 
Income and Expenditure Survey also confirms that consumption expendi- 
ture by households has increased much less rapidly in early 1974 with 
spending on relatively costly durable items such as automobiles, 
furniture and electric appliances down sharply. Consumption expendi- 
ture in real terms during the first quarter of 1974 may be no more than 
1.1 percent higher than the same quarter one year earlier according to 
a recent estimate. This compares with an increase of 8.4 percent for 
the fourth quarter of 1973. 


Prices, Wages, Productivity and Profits 


Since late 1972 inflation has been the most serious economic problem 
facing Japan. Japan's wholesale price index was virtually stable for 
over 20 years. Since August 1972, however, it has risen at an 
accelerating rate, with significant price increases initially recorded 
in a few specific categories such as textile goods, timber and wood 
products, and non-food farm products. During 1973 price increases 
spread to a much wider range of commodities. A tight supply situation, 
especially bottlenecks in the steel and chemical industries, as well as 
a high and rising level of money income, have all contributed to price 
increases during 1973. In addition, inflation abroad and sharply 
higher prices of many foreign raw materials and other imported goods 
have also had an impact on the Japanese domestic price level. 


In November 1973, inflationary tendencies were seriously exacerbated 
by implementation of the Arab oil embargo. The wholesale price index 
in December jumped a record 7.1 percent over the previous month and it 
continued its sharp climb during the first quarter of 1974. At the 
end of April the wholesale price index stood at a level 35.7 percent 
above that registered in April 1973. Recent record price increases 
have resulted from both legitimate cost increases due to a sharp rise 
in crude oil prices and from additional rounds of general price 
increases induced by the tight supply-demand situation, the antici- 
pation of unusually high wage settlements during 1974, and the general 
inflationary psychology of many businessmen today. 


Consumer prices have also climbed sharply since the beginning of 1973. 
The consumer price index for April 1974 registered a gain of 24.9 per- 





cent over the same month in 1973. Prices for all major components of 
the consumer price index have risen, with food, housing and clothing 
showing the sharpest gains. 


A high rate of increase in the wholesale price index is expected to 
continue. However, the tight monetary and fiscal policies, which now 
have been in effect for many months, along with a stepped-up "jawboning" 
campaign, are beginning to show some signs of slowing price increases. 
This, in addition to already-experienced record increases during recent 
months, may indicate that future increases in the wholesale price index 
will be more moderate. Continued rapid increases, however, can be 
expected for consumer prices in 1974 as a result of planned increases 
in Government-regulated consumer prices for rice, wheat and health 
services, as well as public utility charges, transportation fares and 
postal rates. Record wage gains of 30 percent made in April 1974 will 
also serve to raise costs and prices further. 


The rise in domestic wholesale prices has led to higher yen prices for 
Japanese exports. Japan has, however, managed to remain generally 
competitive in world markets since all other major industrial countries 
have experienced severe inflation during the past 12 - 18 months. Most 
components of the export price index have been rising since early 1973, 
with quarter-to-quarter gains of 9.0 percent and 13.6 percent recorded 
in the fourth quarter 1973 and first quarter 1974, respectivaly. This 
compares with similar increases of 8.7 percent and 14.6 percent in the 
wholesale price index. The import price index has recorded even 
sharper gains, rising 9.4 percent during the fourth quarter 1973 and 

a substantial 31.3 percent during January - March 1974. Nearly all of 
that increase is attributable to increases in prices of raw materials, 
especially petroleum and petroleum products. 


Wage increases won during the spring labor offensive, effective April 
1 in the private sector, are averaging approximately 30 percent. They 
may be somewhat less, about 28 percent, for government employees. 
Similar percentage increases will be reflected in traditional yearly 
bonus payments. As a result, average annual wages in Japan in 1974 
will amount to over $6,800 at the current exchange rate, including the 
large summer and year-end bonuses which are considered an integral 
part of cash earnings. This compares to an average increase of 21.8 
percent achieved in 1973. High industry profits, increases in labor 
productivity, and severe inflation spurred labor groups to demand and 
win steep wage increases. Demand for labor continues to remain strong, 
with the unemployment rate registering only 1.7 percent at the end of 
March 1974, 


During 1973 wage increases averaging 21 percent were matched by 
productivity increases, causing virtually no increase in manufacturers 
unit labor costs. This situation will change in 1974 since larger wage 
increases achieved during a period of slower economic growth will 





result in only a small improvement in productivity. However, as the 
economy recovers later in the year, productivity gains will increase 
more rapidly with a consequent improvement in overall productive 
performance. This will in turn lessen pressure on corporate costs 
and profits. 


Although corporate sales increased, profits turned down during the most 
recent October 1973 - March 1974 accounting period for the first time 
in two years. In the two previous semi-annual periods, both sales and 
profits were up sharply. A survey of 541 large corporations indicates 
that half-year sales ending March were up 15 percent over the previous 
six-month period. Pre-tax profits, however, were down 7 percent and 
after-tax profits down even more sharply by 10 percent. This was 
attributed to the temporary "excess profits" tax only recently enacted 
but first levied on profits during that accounting period. The higher 
cost of materials (including fuel), high interest rates and government 
measures to curb overall demand and inflation all contributed to the 
profit squeeze felt by major corporations. Industries which fared 
particularly badly wére electric power, petroleum refining, automo- 
bile, electric machinery and machine tools. Other sectors not as 
seriously affected were chemicals, paper and pulp, non-ferrous metals 
and shipping. 


The outlook for the current term ending September 1974 is for little 
improvement, according to top executives polled in the March survey. 
In general, it is believed that the same factors depressing profits 

in the recent past will continue to squeeze profit margins in the 
current term. Corporate executives also anticipate steep increases in 
labor costs over the next several months following the recent wage 
settlement and increases in electric power rates this summer of over 
50 percent. 


Monetary and Fiscal Restraint 


In recent months the economy has been responding to stronger demand 
management policies enacted during the past year. In view of the very 
recent subsidence of inflationary pressures and better balance between 
demand and available supplies, some businessmen anticipate loosening 
of the tight monetary policy in the foreseeable future. Nevertheless, 
any pick-up in the rate of economic growth is likely to be modest 
compared with past rates of real growth in Japan. The government 
appears determined to manage the economy so as to prevent reoccurrence 
of the kind of escalation of prices and wages prevalent during the 
past two years. Recently there has been considerably more discussion 
of the appropriateness of adopting some form of "incomes policy" or 
“wage-price guidelines". 


Government sector spending has been increasingly restrained since mid- 
1973. In fact, total expenditure in constant prices declined from the 





first half to the second half of last year at an annual rate of over 
nine percent. In contrast, real GNP over that period rose at a rate 
of 3.1 percent. Expenditure for public works projects already voted 

in the budget were postponed after mid-1973 so that government sector 
investment, in real terms, declined at an annual rate of 20.8 percent. 
The budget for the current fiscal year beginning April 1 contains no 
increase in public works spending. This implies a continuing cut-back 
of outlays in real terms because of price increases. Total expenditures 
in the General Account Budget are projected to increase by 19.7 percent 
to $61.1 billion, representing the smallest increase in the past three 
years. Appropriations for public welfare programs received the largest 
percentage increase ever for those outlays and will absorb about one- 
third of the increased amount of total spending. Expenditures of the 
Fiscal Loan and Investment Program, a government capital account 
separate from the general account, is budgeted to increase by only 

14.4 percent in the current fiscal year and amount to $28.3 billion. 


Tax revenues are conservatively projected to increase 24.3 percent. 
Thus revenue growth will outpace expenditures and the amount of deficit 
financing is likely to be smaller in JFY 1974. Significant tax 
revisions were incorporated in the recent budget. Reductions were 
made on personal income taxes, while the corporate income tax rate 

was raised. These changes were designed to achieve a fairer distri- 
bution of the general tax burden between individuals and corporations. 
Under the new tax structure, Japan will have in force the highest 
minimum taxable income limit for persons of any major country in the 
world (approximately $5,800 for an average family of four). An excess 
corporate profits tax has also been imposed for a two-year period 
following public outcries of "profiteering" by some companies during 
the recent period of shortages. The 10 percent surtax on profits 
exceeding $1.8 million is effective with the semi-annual accounting 
term ending March 31, 1974. Other tax changes are designed to en- 
courage increased savings, housing construction, anti-pollution invest- 
ment, business development and increases in technology. The withholding 
tax was eliminated on interest paid on foreign currency bonds issued 
abroad by Japanese corporations if the proceeds are invested abroad. 
The purpose is to encourage offshore borrowing by Japanese and making 
their bond issues as attractive on the international market as those 

of other countries. 


Tight credit conditions continue to prevail and there is as yet no 
sign of any easing in monetary policy. The Bank of Japan discount 
rate was raised two full percentage points to a "crisis level" of 
nine percent on December 22, at a time when price speculation was 
in full swing. Other interest rates have increased. The average 
contracted interest rate on loans and discounts exceeded nine per- 
cent at the end of April. Call money rates are now being quoted 
at 12.0 percent but funds have been very scarce. 
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Growth in the monetary aggregate has moderated from the rapid increases 
of mid last year. At that time, the monthly average money supply (M1) 
had been rising at a rate of 30 percent over the level a year earlier, 
but by March 1974 it had dropped to below 14 percent. The rate of 
increase of M2, the broader money supply, has dropped to 13 percent, 
the lowest level for several years. 


Monetary stringency has severely reduced funds of the big city banks 
whose deposits increased 4.4 percent in the first quarter in contrast 
with an increase of nearly 26 percent a year earlier. Growth in bank 
loans remains tightly restricted under Bank of Japan policy. Selective 
credit guidelines have been imposed to mitigate, to some extent, the 
uneven impact of monetary policy on some business sectors. 


Following the oil crisis, the government took additional anti- 
inflationary measures to control price increases, encourage households 
and businesses to reduce expenditures, and to restrict the use of energy 
by industry. Large energy users were required to reduce their con- 
sumption by 10 - 15 percent below the same period a year earlier. Those 
limitations will remain in force through June even though current oil 
supplies are plentiful. Energy restrictions have had significantly 

less adverse impact on the level of industrial production than had 
originally been anticipated, and it appears that plants are finding 

ways of economizing on the use of energy. The government has found 

it necessary to intervene in the process of price formation under new 
legislative authority. It has also delayed approval of regulated 

prices such as utility rates, oil and gas prices, and transportation 
rates, in an effort to slow the overall rate of price advance. 


Balance of Payments 


Japan's overall balance of payments remained in heavy deficit totaling 
$4.9 billion during the first four months of 1974, As in other oil 
importing countries, the very sharp increases in crude oil prices had 

a large adverse impact on Japan's trade balance, moving it from surplus 
into deficit. Outflows of long-term capital dwindled rapidly as a result 
of both monetary policy and tighter foreign exchange controls. The 
deficit on the so-called basic balance, current account plus long-term 
capital, amounted to $5.9 billion in the first four months compared 
with $9.8 billion in 1973. The deficit was successfully financed 
through inflows of short-term capital, and official reserves have 
increased this year. The exchange market calmed following the year- 
end uncertainties regarding oil imports and the yen strengthened after 
mid-March. Subsequently, it has been trading in the range of ¥275 to 
¥282 per dollar with virtually no official intervention in the market. 


Imports have increased dramatically from a seasonally adjusted annual 
rate of $36 billion late last year to a rate of $53 billion in the 
period February - April. Most of this reflects higher prices for 
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crude oil as imports of non-oil products appear to have stabilized at 
a high level in recent months. Growth of merchandise exports though 
somewhat smaller has also been substantial, rising from an annual rate 
of $38 billion in late 1973 to a rate of $50 billion in April. To 
some extent, this represents higher prices for exported goods. However, 
supply constraints have virtually disappeared so that export volume is 
also expected to increase. Large export gains of 57 percent over a 
year ago are being maintained to markets in Southeast Asia, notably 
Korea, Taiwan, the Philippines and Indonesia. Exports to Australia 
are up 67 percent. Sales to the EC and the U.S. have risen less, by 
only 31 percent. On the other hand, imports from the United States 
are up 61 percent over a year ago. 


Foreign travel has become very popular among the Japanese and travel 
expenditures abroad rose by almost a half billion dollars last year 
and amounted to $1-1/4 billion. This year the growth will be sub- 
stantially smaller because of the cautious spending attitude of 
consumers during this recessionary period and tighter controls over 
funds Japanese tourists can take out of the country. Nevertheless, 
the deficit on services and transfer payments which amounted to $3.7 
billion has continued to increase this year. 


The deficit on current account rose in early 1974 as the trade balance 
deteriorated. For the first four months, it totalled $3.3 billion, 


seasonally adjusted, in comparison with $1.0 billion in the last four 
months of 1973. The prospect is for an improvement in the period 
ahead as exports increase substantially more than imports, but the 
speed of recovery from the present trade deficit is uncertain. 


Outflows of long-term capital, which increased successively last year 
reaching $2.3 billion in November - December, dropped precipitously 
to less than $200 million in April. To some extent this reflects the 
very tight money policy. It has also been influenced by tighter 
foreign exchange controls imposed on investment abroad after it 
became clear in late 1973 that Japan's balance of payments would 
continue in deficit. Consequently, purchases of foreign securities, 
dollar denominated term loans, and new issues of foreign bonds by 
Japanese banks and other financial institutions have virtually dried 
up. The volume of direct investment abroad has remained at a high 
level ($600 million in the first quarter of 1974) but in the future 
sourcing of funds is likely to shift abroad. 


Inflows of short-term banking and other credits have accelerated, 
especially after exchange controls, imposed during the previous 
balance of payments surplus period, were relaxed. Such credits 
have been used to make foreign currency "impact" loans for general 
corporate purposes to Japanese business, to switch financing of 
imports from domestic to foreign financial sources and to finance 
Japanese exports. In the first four months net inflows through 
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commercial banks amounted to $5.5 billion, more than adequate to finance 
the overall deficit of $4.9 billion. In contrast, during all of 1973 
such inflows of funds totalled $4.9 billion and were used in large part 
to purchase long-term foreign financial assets. 


After the uncertainties of the oil crisis dissipated, foreign exchange 
trading calmed in March and the market has been relatively stable even 
without support through official intervention. Movement of the yen 

has at times been similar to that of European currencies against the 
dollar. The large discounts on the forward yen, prevailing in December 
and January have eased, an indication of greater market confidence in 
Japan's balance of payments prospects. Official reserves have risen 
from a low point of $11.6 billion in January to $13.2 billion at the 
end of May. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. Export Prospects 


Prospects for exporting to Japan remain favorable despite the recent 
economic slowdown. Factors creating demand and a market for U.S. high 
technology equipment and consumer goods in Japan remain largely intact 


and the United States continues to be price competitive in many lines. 


Japanese industry will continue its movement toward a knowledge 
intensive, more service-oriented base. High wages, pollution, 
competition from neighboring low-wage countries and inflation prevail 
and will accelerate this movement toward higher technology. Con- 
sequently there is a continuing need for the more sophisticated kinds 
of equipment in which U.S. producers excel. In addition, large 
Japanese trading firms making investments in third countries are 
increasingly looking to the United States as a supplier of capital 
equipment, which in many cases is price competitive with similar 
Japanese equipment. 


Similarly the more affluent Japanese consumer, though somewhat more 
cautious these days, has learned to seek a wider choice. U.S. 
consumer goods in many areas are competitive in either style, price 
or both. Japanese retailers have found U.S. lines very saleable: 

the large Isetan and Mitsukoshi Department Stores of Tokyo held 
highly successful U.S. promotions. A U.S. mail order firm in joint 
venture here after only a few months of operations is already selling 
at a rate of more than $1 million a month. 


New methods of promotion and distribution are being tried with 
considerable success. The U.S. Trade Center in Tokyo during the 
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first five months of this year had conducted five very successful 
trade shows in high technology lines (bio-medical, laster/electro- 
optical, micrographics, and metal surfacing). In total, 140 
companies participated, reporting immediate sales of over $650,000 
and projected sales of $22 million. Most of the participants were 
making their first concerted effort to enter the Japanese market. 


The United States Department of Commerce participated in the Osaka 
International Fair in April/May with an American Consumer Exhibition. 
Projected sales by those participating were estimated at $23 million. 
A solo exhibition of U.S. consumer goods is being planned in Tokyo 
for 1975. 


Market conditions for high technology and consumer goods remain 
generally very good, yet a sophisticated and complex market such as 
Japan requires careful study before a company will find it worthwhile 
to make substantial commitments. The Embassy has updated its list of 
27 product lines which are believed to offer the best prospects for 
sale in Japan (A-985, dated December 19, 1973). In the high tech- 
nology area, pollution control equipment, data communications and 
other equipment used in the electronic field head the list. Under 
consumer goods, leisure time equipment, apparel, and large appliances 
show especially good prospects. 


Japan continues to buy a wide range of agricultural commodities, and 
the United States remains an important and dependable supplier. In 


the six months period ending in March U.S. agricultural shipments to 
Japan totalled nearly $1.9 billion, more than double the level in the 
same period last year. Prices were considerably higher but export 
volume increased for commodities such as corn and cotton. 


U.S. agricultural shipments to Japan are expected to continue at a 
high rate. However, there is a prospect for lower per unit prices 
so that the value of U.S. agricultural trade is likely to decline. 


For grains and oilseeds, increased world supplies may well lead to 
lower prices during the next six months. U.S. market prices of 
soybeans, wheat and corn have already declined sharply the past 

couple of months. Larger production of corn in South Africa and 
Thailand will mean more competition in the Japanese market. Never- 
theless, the United States has been able to broaden its market for 
agricultural products in Japan by selling various fruits and vegetables 
at competitive prices. 


The market for prepared foods also offers good growth prospects for 
U.S. industry. For example, over one hundred American food processors, 
handlers and importers participated in a U.S. Department of Agriculture 
sponsored “American Food Festival" in Tokyo. More than 3,000 U.S. 
produced food items were exhibited, with sales as a result of the fair 
projected to exceed a substantial $26 million over the following 

twelve month period. 





© FRANCHISING 


GQ major force in 
the economy 


The franchise method of distribution is 
a significant part of the nation’s market- 
ing system and sales are expected to 
reach $178 billion in 1974. The Con- 
sumer Goods and Services Division, 
Bureau of Domestic Commerce, has a 
continuing program which collects and 
publishes data on franchising by key 
business sectors. 


Franchising in the Economy, 1972-74 Franchise Opportunities Handbook 
(1974-542-653/126) at $1.25 each (September 1973) at $2.20 each 
Number of establishments [-] Data on 521 franchise operations 
Volume of sales Description of operations 
Employment in franchising Equity capital needed 
International operations Training provided 

Changes in ownership [-] Sources of franchising information 
Data by key business sectors [_] Checklist for evaluating a franchise 


U.S. DEPARTMENT OF COMMERCE / Domestic and International Business Administration / Bureau of Domestic Commerce 


ORDER FORM — Please send me ___ copy(ies) of | enclose $ (check, money order, or Supt. of Documents 
CJ Franchising in the Economy, 1972-74 coupons) or charge to my Deposit Account No 
(Catalog No. C57.502:F84/972-74), at $1.25 each, | ™! Amount $_______ 


[_] Franchise Opportunities Handbook MAIL ORDER FORM 
(Catalog No. C57.16:973). Sept. 1973, at $2.20 each. WITH PAYMENT TO WER COS GF SUPT. OOS. 


Enclosed 
Name Superintendent of Documents Te be mailed 
U.S. Government Printing Office later 


Washington, D.C. 20402 Refund 


Address 
Coupon refund 


or any U.S. Department of 
Postage 


City State Zip code Commerce District Office 


(please type or print) 


MAKE CHECK OR MONEY ORDER PAYABLE TO SUPERINTENDENT OF DOCUMENTS 


To Insure Prompt, Accurate Shipment, Place Correct Address on Mailing Label Below 


U.S. Government Printing Office 
Public Documents Department POSTAGE 
Washington, D.C. 20402 AND FEES PAID 
Nae | a ese s. GOVERNMENT —- 
OFFICIAL BUSINESS PRINTING OFFICE ee 
Si COG © cece 375 
Return after 5 days Special Fourth Class Rate 
City, Geto, ond TP COCO cece Book 
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